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@TRODUCT ORY
LESSON

Wh I Insurance policies can be difficult to understand and even more difficult
at S to explain to your customers. Few customers are knowledgeable about
| n S ur a nce '? insurance, and yet they have very real insurance needs—for automobile

and homeowners insurance and, in some cases, for extended coverage for
personal articles, personal liability, and per-
sonal boats. They look to you for technical

knowledge and guidance when writing and €%
renewing their policies and making claims. S

Insurance is a product that offers pro-
tection from the risk of financial loss. By
paying a relatively small premium, the
insured transfers risk to the insurer and is b
protected from a much larger
loss. The insurer shares risk by
collecting premiums from
many insureds and pooling
the premiums in a large
reserve fund. While each insured
may experience occasional losses, these
happen only on an irregular and uncertain basis. Losses that do occur are
paid from the reserve. The diagram above summarizes this relationship.

As a product, insurance is much like other products our customers buy.
Insurance companies—like other manufacturers—identify profitable
groups of customers, design products with benefits that will attract those
customers, and then sell those products through distributors (agents and
brokers ). Yet most customers fail to recognize the benefits of insurance as
readily as they do the benefits of other products. Consider the example of
a car that was used in the video.

Customer need: TRANSPORTATION INSURANCE
h 4 h 4
PrOdUCt' CAR POLICY
4 v
. STATUS AND STYLE PROTECTION
Beneﬁts: LUXURY PAYMENT OF LOSSES
ECONOMY LESS WORRY
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Car manufacturers design cars with features and styling that will appeal
to specific customer groups. Through advertising they highlight those spe-
cial features and — with the help of car dealers—convince prospects to buy.
Car buyers have little trouble appreciating the benefits of their purchase.
Whenever they drive their cars or see them parked in the dnveway they
are reminded of what the product does for them. I

Not so for insurance policies. Insurance cus-
tomers purchase policies, file them away, and
in most cases are reminded of the insurance
only when it is time to pay the premium again.
Since actual losses are rare, they equate insur-
ance with the policy—not the protection, the
payment of losses, or the good nights’ sleep that
the policy represents.

This makes your job all the more challenging.
You need the technical knowledge to explain the
features and terms of insurance policies. But because
of the nature of the product, you must go beyond that to explain the
benefits of the coverage. You must tell your customers how they will feel
once they are covered.

Prospects become insureds because they believe insurance will help
them solve a problem or take advantage of an opportunity. They renew
their policies because they believe your agency has not forgotten their
best interests and because they are getting value-added service. Such ser-
vice is continuous and repeats itself over policy periods—identifying the
prospects’ loss exposures, selecting the best coverages, convincing them
to use your agency, encouraging them to buy optional insurances, answer-
ing questions accurately, resolving billing problems, and addressing their
changing insurance needs.

Your answer to the question “What is insurance?” must go beyond
policy coverages and features to include those services and benefits your
customers will enjoy once they have your product.
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FO rmS Of Your customers own property and engage in activities that expose them
= to loss. Some occurrences causing loss happen on a regular basis, some
Protectl on happen infrequently, some are possible but have not happened yet, some
é could not happen. By analyzing and identifying the frequency and severity
Ag a | nS't LOSS of such risks, the customers’ exposure to loss can be reduced or covered.

Insurance is not the only form of protection. In prevention, property
or procedures are modified , il
to eliminate any possibility Sk{
of loss. Giving up skydiving e X
eliminates your liability of N
falling on someone, not to men- :
tion the consequences that fall would have on your own
health.

the extent of loss, even if the possibility of loss
cannot be entirely eliminated. A smoke alarm
may not stop a fire in your home and snow tires
may not W\‘\-—w

Stop your o oS

car from
skidding, but both reduce
the seriousness of accidents
that might occur. The insurance company
sometimes sends pamphlets and brochures to its customers to advise
them on reducing loss.

In retention, the customer decides to retain those risks that are rela-
tively inexpensive. When deciding not to carry collision coverage on an
older car, the customer is retaining risk. Any losses resulting from damage
to the car will come out of the customer’s pocket. The customer might
retain only part of that risk by carrying collision coverage but with a
deductible.



Some exposures cannot be eliminated or retained, and the risk must be
transferred to an insurer. Without insurance few families could afford
the property or liability risks of owning a car,a home, a boat, or any other
valuable personal property. In some cases the customer does not have a
choice. Auto registration is not permitted without insurance, and banks
require insurance on automobiles and homes that they finance.

Insurance solutions should only be suggested when there is a clear

_ understanding of the customer’s
2 situation. Obviously the final deci-
sion about what insurance to pur-
chase rests with the customer. But
in many cases that customer is l100k-
ing to you for advice. That is what an
analysis of the customer’s risks
provides—a sound basis for recom-
mending a program of insurance.

: <= Certain risks must be protected against because
the loss would cause severe suffering. These risks call for essential cov-
erages. Auto coverages required by law and mortgage coverage are in
this category. Some risks may result in considerable loss which might jeop-
ardize the financial condition of the customer. These call for desirable
coverages. Other risks may have only a remote chance of occurring or
may cause only a financial inconvenience. These risks call for optional
coverages —insurance that would be nice to have but only if the custom-
er’s budget permits.

Insurance packages today have been designed to meet the varied needs
of most individuals. In many cases your customer’s needs for essential,
desirable, and optional coverages are available in those packaged policies
which can then be customized through the use of deductibles and
endorsements. Analyzing the needs of the customer and selecting the
appropriate coverages and loss control measures is the first step to provid-
ing value-added service for your customers.



What Does
Insurance
Protect
Against?

We said that insurance offers protection against the risk of financial loss.
In this section we will look at the causes of such loss and the RindSs of
loss that can result. We will also define some frequently used insurance
terms.

There are three major kinds of financial loss:
1. property loss
2. loss of health and earning capacity
3. liability loss

Let’s look at each a little more closely.

Property losses can involve tangible property, which includes real prop-
erty and physical property, and intangible property. Real property is land
and buildings, while physical property includes possessions and items
found inside those buildings. Tangible property is easy to identify; these
are assets that clearly exist and have value for the owner. Intangible
property includes such things as copyrights, patents, or the right to use
something —things that cannot be touched or seen but that still have a def-
inite value for the owner.

Consider the following accident to see the kinds of property loss that
can result:

A bouse that is owned by Mrs. Jones and rented to the Smith family
burns to the ground. Most of the furniture is owned by Mrs. Jones, while
the rest of the items in the home belong to the Smiths. All are destroyed
in the fire.

In this accident, Mrs. Jones has experienced a loss to her real property —
the house itself. She has also suffered a loss to her physical property —the
furniture burned in the fire. The Smiths too suffered a loss to their physical
property —their personal possessions—and a loss to their intangible prop-
erty —the right to occupy the space they rented in the home. And the
property loss goes beyond this. Mrs. Jones will lose future income —her
revenues will stop because the Smiths will no longer pay rent and her
expenses will increase if she decides to rebuild the house.

A direct loss results when the property comes into direct contact
with the cause of the loss. An indlirect loss results as a consequence of
the direct loss. In the above example, the direct loss is the loss of the
home, the physical property, and the right to occupy the rental space, all of
which resulted directly from the fire. The indirect loss is the loss of net
income that Mrs. Jones will experience as a consequence of the fire.



What then are property losses? As you can see, the answer is not as sim-
ple and straightforward as you would expect. Property losses include
the obvious loss to the property itself, but also the loss of future income
resulting from the loss of that property. That loss of income may result
from decreased revenues or from increased expenses to repair or replace
the damaged property.

Loss of bealth and earning capacity is the second kind of financial
loss. Disability, unemployment, retirement, and death all have the potential
of eliminating sources of income and draining a family’s bank account.
There are many forms of protection against the loss of health or earning
capacity, including life and health insurance, unemployment and disability
compensation, financial services (such as individual retirement accounts),
and specific coverages in personal lines products.

The third category is liability loss. Such a loss results when the indi-
vidual is found legally liable for the consequences of acts or omissions
resulting in damages or losses to
A“\'OSSMAKE\IOPF % other parties. Financial losses
» wﬁMA He Q. that result can include legal
M

&
IAB“’ w/ fees, court costs, fines, the
. ¥/ amount of judgments awarded

/=) by the court, the costs of out-of-
T: > court settlements, and the long:

LOSS OF PROPERTY ITSELF ~ ' ' : ' = 'Y term effect that a lawsuit might
o 5 have on the person’s reputation and

earning capacity. Negligence is the
most common reason for a liability law-

LOSS OF HEAITHOR EARNIN

SASKQ‘\:LII‘-'TYY suit where the defendant is charged with
U}\!EMPLOYMENV failing to exercise proper care in protect-
RETIREMENT ing others.

DEATH i .)

LIABILITY LOSS The chart at left summarizes the

(N

|FLEGALLY LIABLE FOR THE

kinds of financial loss that insurance pro-
CONSEQUENCES OF CERTAIN,

tects against. Your goal in developing a
sound insurance program for your cus-
tomers is to provide protection in each

of these areas. As we examine various personal lines products, you will see

how coverages have been included to cover potential losses in each of
these areas.



What causes such losses? There are many possible accidents, events, and
conditions that can result in financial loss. When customers suffer a loss,
they will usually notify you of the accident. You must get the facts and ver-
ify coverage. You must analyze the cause of the loss to determine whether
the specific circumstances of the accident or event are covered in their
policies. !

Wi B
M FULL:

Some coverages ( specified peril ) protect only { {
against causes that are actually named in the policy.
If the loss is caused by a peril that is not named in the
policy, the loss is not covered. Other coverages (all
risk ) protect against all perils except those excluded
in the policy. This may seem like saying the same thing
in two different ways—much like describing a partially-
filled glass as half-full or half-empty. Actually the kind of cover-
age will have an important effect on whether or not your
customer is covered.

A peril is a potential cause of loss—an event that may
take place and create a financial loss. There are many
kinds of perils. Fire, lightning, windstorm, vandalism, theft, explosion, and
collision are all perils that can cause loss. A hazard is a condition, activity,
operation, material, or combination of these which creates or increases
the chance of a loss. Hazards and perils are often related. Ice on the high-
way is a hazard which increases the chance of the peril of collision.

Not all hazards are physical. A moral bazard is a deliberate attempt
to cause a loss or even to intentionally overvalue property to collect the
insurance. Arson is an excellent example of moral hazard. A morale
bazard is not a deliberate action but rather an indifference to loss
because the property is insured. Failing to lock your car because you
know it is insured is an example of morale hazard.

As you will see, personal lines policies combine coverages that protect
against perils and hazards. Generally coverages against property loss
insure against perils, while coverages against liability loss insure against
hazards. Yet the terms peril and hazard both define cause of possible loss,
for which insurance provides protection.
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Exercises

/

Complete the following questions and exercises to test your under-
standing of basic insurance terms and concepts. When you have finished,
check your answers in the answer book. If possible, it may be advan-
tageous to discuss these exercises with more experienced people in
your agency.

Write the letter of the term at right next to its
definition in the left column.

1. eliminating all possibility of loss a) reserve
2. failing to exercise proper care in b) morale hazard
protecting others ¢) sharing the risk
3. indifference to loss because it is d) moral hazard
covered by insurance e) benefits
— 4. condition that increases the possibility f) hazard
of loss

g) insurance
— 5. fund from which loss payments are h) peril

made " .
6. product that offers protection from the f) v l‘EV‘Cl‘lthI'l
risk of financial loss i neghgetnce
7. collecting premiums from many R -SSR
insureds with similar risks 1) indirectloss
m) retention

— 8. deliberate overvaluing of property to

collect insurance n) tangible property
___ 9. land, buildings, and items found in 0) loss of health or
those buildings earning capacity

—10. minimizing the extent of loss

—11. what a customer enjoys from any
product

— 12. when the customer assumes all or part
of the risk

—13. disability is an example of this type of
loss

—14. potential cause of loss

— 15. aloss resulting as a consequence of the
direct cause of the loss
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True or False?
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It is more difficult for our customers to appreciate the benefits of
insurance than other products.

Collecting premiums from many insureds facing similar risks
allows the insurer to transfer the risk.

Retention minimizes the insured’s extent of loss.
Another name for insurance is transfer.

Including a deductible in coverage means that the customer is
retaining a part of the risk.

- All of a customer’s risks should be covered by insurance.
e

pEISF .

Prevention eliminates any possibility of loss.

Legally liable means that the person is responsible for a loss in the
eyes of the law.

Negligence is often the basis for liability lawsuits.
Specified peril coverage covers perils not named in the policy.

All risk coverage covers perils unless they are specifically named
as excluded in the policy.

Verifying coverage means analyzing the cause of loss to determine
whether that loss is covered in the policy.

Coverage against liability loss usually protects against perils.

Bad weather at an airport is a peril that increases the hazard
of crash.

Sometimes insurance coverage is required by law.
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Answer the following in your own words.

31. List three ways that insurance companies are like other manufac-
turers in producing and selling their products.

a)

b)

©)

32. Customers look to insurance agencies for value-added service. List
as many services as you can think of.

33. When starting to work with a new customer, why is it a good idea
to start by analyzing and identifying that customer’s exposures
to loss?

1"
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34. Give your own example of a measure that can be taken to prevent
a loss. Give one that will reduce the extent of a loss.

35. What is the difference between essential, desirable, and optional
coverages?

36. What is the difference between tangible and intangible property
and why do both require coverage?

37. Give an example of your own that shows the difference between
a direct and indirect loss.



38. Bob Russell notices that the brakes on his car are squealing and
not working as well as they should. However, he doesn’t have time
to get the car serviced. Later that week his brakes fail and he rear-
ends a car that is stopped at a red light. It will take two weeks to
get new parts and make repairs to Bob’s car. The other car is
totaled and the driver will be hospitalized for a week. Analyze the
loss by answering the following questions:

What property loss was sustained in this accident?

The other driver has been disabled for at least a month. What kind
of loss is this?

In your opinion who is legally liable for this accident and on
what grounds?

13
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Th e I nsuranc e The analogy between insurance and other products goes beyond cus-
tomer needs, products, and benefits. In every industry products must be
M a rk etp I a ce manufactured and distributed to the consumer through retail channels.
Often it is not the product itself but the service and distribution that make
the sale.

Each insurance company —like other manufacturers —offers product
lines (insurance policies and packages ) with many of the same features
(coverages ) and benefits (protection and service ) as the competition.
Insurers—like other manufacturers—have little direct contact with their
consumers. The link between insurers and their customers— the point-of-
sale contact—is the agency. You evaluate the needs of the customer, you
guide their choices, you select from competing products that best meet
their needs.

In this section we will look briefly at the insurance marketplace to
see where you and your agency fit in. We will examine the relationship
between the insurance company, the agency, and the customer. Finally,
we will summarize your function and the skills you need to best serve
the customer.

This chart shows the various participants in the insurance marketplace.
Notice that the agency is where everything comes together. On the next
page we will look more closely at each group. |

AW, THE SLINGS

D ARROWS OF
OlﬁrlAGEOUS FORTUNE

14
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There are two basic types of insurance companies. In stock compa-
nies, money and capital are raised by selling shares on the stock market.
Shareholders receive a return on their investment as the value of the stock
increases and as they share in the profits of the company. Profits are dis-
tributed to the shareholders through the payment of stock dividends.

HAT'S MUTUAL, iy, NOT STUCK!

Stook,Ya
NOT MUCHAGE oKl P Uk

Mutual companies are owned, not by shareholders, but by the policy-
holders themselves. Money and capital are raised by selling policies. Theo-
retically, there is no profit in a mutual company because all surplus money
is distributed back to the policyholders through policy dividends.

The business goal of both types of companies is to make sure that
income from premiums and investments is in balance with the operating
expenses and losses that are paid out in claims. Insurance companies
reach this goal by identifying profitable groups of customers—those who
should not have losses that are high in comparison to the premiums they
pay. To attract those customers the companies design products with favor-
able policy formats, coverage content, optional coverages, and financing
methods. They also improve their service functions in such areas as claim-
handling, loss prevention, and policy renewal.

Advisory associations are organized and supported by the insurance
companies. These associations standardize policy forms, file insurance
rates and supporting data with the states, and promote the goals of the
insurance industry through education and public relations programs.

15
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Before new policies and rates go into effect, they must be approved by
the state insurance departments. States have their own insurance laws
and codes which are administered by these departments. Their activities
include licensing agents and companies to do business in the state, accept-
ing or rejecting rate level adjustments, and investigating reported viola-
tions of insurance codes.

Once the policies and rates are approved, each company must decide
how it will merchandise its products. Insurance companies have devised
different ways of marketing their products. Some companies operate
Jield offiices in areas or territories where they do significant business.
This enables them to provide such services as underwriting, rating,
policy issuance, premium collection, auditing, and claim-handling in offices
that are close to the agent and the customer. Obviously such offices cost
money, so some companies work through general agencies—
independent agents who are appointed to provide these services for
COmmission.

At the agency level, too, there are several approaches. The indepen-
dent agent operates as an independent business and usually represents
more than one insurance company. This agent places business with the
company that best meets customer needs. Renewals can be moved from
one company to another if service or claim procedures become unsatis-
factory. The independent agent negotiates premiums and commissions to
best benefit the client and the agency.

The exclusive agent represents only one insurance company and in
fact has a contract to sell insurance only for that company. Exclusive
agents are not employees of the company. They set up their own offices,
hire their own staffs, and receive commissions for their sales.

Some insurance companies are direct writers of insurance. They use
employees to work with their customers. These employees are sometimes
called contract agents. The major difference between independent agents
and contract agents is ownership of renewals. The independent agent
owns his or her renewals. If the agent should terminate a relationship with
a company, the agent can place the customer’s business with another com-
pany. If a direct writer terminates that relationship, the company owns the
business.
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Instead of representing insurance companies, brokers represent their
clients. Theoretically this neutral relationship allows them to provide
impartial service and advice to the insurance buyer.

Having identified these various groups, what is the relationship that
exists between the customer, the insurance company, and the agent? As we
said, the customer has specific needs for protection and service. Custom-
ers for personal lines of insurance are subject to risks that can have a dev-
astating effect on their financial situations.

The insurance company must work closely with its agents to solicit
business from those customers. It provides overall support and guidance
to the agents and educates them to the highest standards. It backs the
agents with prompt and equitable service.

Your agency evaluates the needs of the customers, identifies their expo-
sures to loss, and guides their choices of coverage. By trying to handle
all your customers’ insurance needs, your agency not only increases sales
but also reduces the chances that the customer will be lost to the
competition.

17
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What Skills
Do You
Need?

18

7

As an agency professional, you have several important functions. Since
you represent the agency, you must maintain a good public image.
This goes beyond courteous treatment. It is extremely important to pro-
vide complete and accurate information, even if that means taking extra
time to make sure you are right.

You must understand insurance terms and coverages.You must
have a thorough technical knowledge to provide clear explanations and to
know when coverage is needed.

You must perform various
sales and service functions. You
must have the attitude that you
can provide the most complete
and most convenient protection
available.

You must be a problem-
solver.’To do this you must
make your customers feel
comfortable, discover their
needs through questioning
and listening, and suggest
possible solutions. At times
you must also provide support—especially when the insured has suffered
a loss— by listening, expressing understanding, and following up.

As you continue through the lessons in this package, you will see some
examples and have a chance to practice these customer service skills.
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Exercises

7

Complete the following questions to test your understanding of the
insurance marketplace.

True or False?

—

— | 2
s, Vs

— . 3

It is more than the features and benefits of insurance policies that
convinces the customer to buy—it is also the way the policies are
sold and serviced.

different insurance companies.

. Stock insurance companies are owned by shareholders, mutual

companies by policyholders.

. An insurance company makes profits when its investment and

premium income is greater than its expense of running the
company and paying claims.

. Insurance companies will usually write policies for as many cus-

tomers as possible, regardless of the risks those customers face
and their claim histories.

. An important function of insurance advisory associations is to

standardize policies and forms offered by the various insurance
companies.

. Once an insurance company develops new policies with specific

premium rates, those policies automatically go into effect in any
state the company decides to offer them in.

- In many states agents must be licensed by the state’s insurance

department before doing business in that state.

. Different insurance companies have devised varying ways of

providing service in the field and working with agents.

. A major difference between independent and exclusive agents

is that independent agents represent more than one insurance
company while exclusive agents represent only one.

All agents work on a commission basis.

Learning the customer’s needs and customizing the policy to
those needs is another example of value-added service offered by
the agency.

Agencies who serve all of a customer’s insurance needs are in
effect guarding that customer relationship from the competition.

. There is usually a great difference between the policies offered by

19
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14. As you saw in this section, a whole organization exists to develop
and offer policies to meet the needs of the customer. Summarize in
a few paragraphs the functions of the insurance agency within that
organization.
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HOMEOWNERS
INSURANCE
LESSON

/

As we discussed in the video, a home is the biggest single investment
most of us ever make. Possible loss of that investment requires each home-
owner to make an intelligent decision about insurance. In making that
decision the homeowner depends on you to help determine risks and to
select proper coverages.

The homeowner faces many possible causes of financial loss. Damage to
the property, to the house itself, to the personal property inside, or injury
or damage to other people or property are all exposures that can be cov-
ered by some form of insurance. Packaged homeowners policies allow the
homeowner to cover both property and liability risks in a single policy.

The homeowners policy is a contract between the insured and the
insurance company. It lists the coverages, limits, and premiums selected
by the insured, describes what those coverages protect against, and
explains through conditions and exclusions when there is coverage and
when there is not. There are many options which enable you to customize
the policy to the specific needs of your customers.

In this lesson you will review the different
coverages available in the homeowners policy.
You will see some examples that illustrate the
insurance terms and
concepts presented.
You will see some
common sense ;
rules for getting
customers and
keeping them. {
Finally, there will
be special empha-
sis on -
the customer service skills presented in the video—communicating with
the customer via the telephone and the mail.

21


































































































































































